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An AICPA publication for the local firm

THE FAMILY BUSINESS: BUILDING THE FUTURE (Part 1)
In recent years, attention has shifted from the large,
publicly held corporation to the smaller, closely
held business. The closely held business is typified
by the family business—an enterprise comprised of
more than one household, or more than one genera
tion actively involved in the business. The family
business embodies two characteristics respected in
American society—entrepreneurship and family
virtues.
The successful family is tightly structured, has
pride in its past, and commands love and respect
from its members. Each member is encouraged to
be self-sufficient, but also to maintain a strong affil
iation with the family group. At its best, the family
pulls together toward common goals and promotes
a happy, rewarding life.
The successful family business has many of these
same characteristics. Managed through the cooper
ative efforts of family members and other employ
ees, all striving toward common goals, it is peopleoriented, yet well-disciplined, engenders pride, and,
with proper planning and good fortune, can be selfperpetuating.
Further, the family business is cost efficient. It
provides employment to family members and helps
build a legacy in the form of net worth, which can be
passed on to succeeding generations. A healthy, prof
itable business contributes directly to the health
and well-being of the family.
It is not a matter of size or sophistication that sets
the family business apart from its publicly owned
counterpart. Indeed, some family-owned businesses
are giant enterprises, even market leaders, and the
individuals operating many of them are the prod
ucts of highly acclaimed business schools. Rather,
the difference between family businesses and pub
licly owned ones is the makeup and balance of
owners and managers.
In the corporation, the stockholder group is usu
ally widespread and well-defined, in that the precise
interest as defined by number of shares held is

known. The family group is small by comparison,
and its makeup and interests are often difficult to
quantify.
In the family business, management and family
are intertwined. Often, what drives the business is
the personality and value judgments of the owner.
Sometimes, when more than one owner is active,
conflict arises because the owners have different
approaches to the business.
Irreparable harm can result when an operational
balance between business and family is not main
tained. The owner must recognize such imbalances
and deal with the issues of individual ego, jeal
ousies, and lack of talent in the business. These
matters should be dealt with on a continuing basis,
but certainly at two critical junctures in the life of
the business: when bringing in the next generation,
and when getting out. It is often difficult for the
owner/parent to be objective in these situations,
though. This is the time to act as the clients coun
selor as well as CPA.
Bringing in the next generation
The decision of whether to bring the next generation
into the business and of whom to bring in differs
markedly between first generation ownership and
owners who have themselves succeeded their elders.
(Continued on page 7)
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Some Ways to Control Malpractice Costs
The article, "Alternatives to Litigation,” in the June
1987 issue, which explored several Alternative Dis
pute Resolution (ADR) techniques, contained two
model paragraphs for an engagement letter. One
was designed specifically for arbitration and the
other for more general procedures. A partner of one
local firm asked how such a paragraph would affect
the firms professional liability coverage in the
AICPA plan. Other practitioners might also find the
following response helpful:
There is a question on the application for coverage in the
AICPA plan which asks whether the applicant’s firm
uses engagement letters for audits, reviews, compila
tions, tax returns, pro-forma statements, tax advice, tax
shelters or MAS work. A negative answer could con
ceivably incur a premium surcharge by the insurance
underwriters for the plan.

The AICPA liability insurance plan committee has
strongly endorsed the use of engagement letters by all
insureds in the plan as a means of reducing claims. It has
not specified the type or content of the engagement letter
which should be used by insureds, however.

The addition of an arbitration paragraph is a further
means of reducing the possibility of a claim being filed
against an insured, although it will not reduce the pre
mium for the coverage sought. It might indirectly affect
the premium in future years, though, because prior
claims can incur a surcharge by the underwriters when
they review the insured’s annual renewal application.

Lawsuits and professional liability insurance are,
of course, on every practitioners mind. In speeches
at several state society meetings last year, Norman
C. Batchelder, executive director of the New
Hampshire Society of CPAs and chairman of the
AICPA professional liability insurance plan com
mittee, suggested a number of steps firms could take
to protect against liability claims.
The first one would be to control the quality of the
firm’s clientele through formal policies establishing
the type of clients you want to serve, and through
regular, written client evaluations. Mr. Batchelder
suggests being alert to clients with financial or

organizational problems, and to unusual turnover
in key financial personnel and outside advisors. He
also says to heed the danger signal if a client refuses
to sign an engagement letter or provide a signed
representation letter.
Mr. Batchelder advises obtaining a signed engage
ment letter for every engagement and obtaining
complete representation letters when appropriate.
He says, "Don’t be casual about these matters.”
Mr. Batchelder also advises producing clear, com
plete workpapers that document compliance with
all pertinent professional standards and which con
form to the firms quality control policies, docu
menting consultations and conversations, and com
pletely reviewing all work.
One last note. Do not sue for fees unless you hold a
promissory note, and even then, reconsider. Mr.
Batchelder says that approximately 10 percent of
the claims in the AICPA plan are countersuits to the
insured accountants fee collection suits. □

The 1988 AICPA Firm Administrators
Conferences
In order to ensure that the sessions at this year's firm
administrators conferences are responsive to both
experienced and newer firm administrators from
both larger and smaller CPA firms, each of the fol
lowing programs will be presented twice, in con
current sessions, with the discussions and handout
material tailored to the specific group: scheduling;
personnel and social issues; organization of the
administrative staff; business plans—the admin
istrators role; review of the administrators’ survey;
and staff controls and counseling.
In addition, separate, special sessions will be held
for partners and/or administrators considering or
new to the firm administrator’s function.
The conferences will be held on September 19-20
at the Ritz Carlton, Atlanta, Georgia, and on
November 14-15 at The Pointe at Tapatio Cliffs,
Scottsdale, Arizona.
For further information, contact Phil Neagle at
the Institute (212) 575-5581. [7]
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New Client Incentives: Good or Bad?
(Part 2)
The first part of this article in the March issue dis
cussed local practitioners responses to a survey of
their attitudes toward incentive programs designed
to reward staff for bringing in new business. The
practitioners gave a number of reasons for either
supporting or opposing incentive programs, and
those in opposition also raised several questions
about how to determine a fair commission, and the
effect of such programs on firms and staff. Let’s look
now at what some individual firms (names with
held) are doing to encourage staff.
Midwest firm with twenty-five offices—pays 10 per
cent of first years fees from new clients. Divides
commission among all parties involved. Also pays a
$500 finder's fee for locating a new professional staff
member for the firm.
Eastcoast firm with $3 million in revenue—used to
pay 10 percent commission on the fees from new
clients, but the program was not effective. Has no
incentive program at present, and believes that mar
keting is now part of everyone's job description
regardless of any special incentives. Staff finds it
easier to talk in terms of marketing rather than
sales.
Westcoast firm with 52 total personnel—had an
incentive program that awarded 15 percent of the
first year's fees from new clients only. This program
was eliminated three years ago in favor of a bonus
pool based on revenue from new clients and new
work from present clients.
Northwestern firm—pays 10 percent of first $5,000
in fees generated from new clients, 15 percent of fees
between $5,000 and $15,000, and 25 percent of fees
in excess of $15,000. Partners must approve all new
clients and fees are set at a minimum of $500. Write
downs are not charged against the commission.
Westcoast firm—pays 10 percent of first year's fees
and 5 percent of second years fees, both from new
clients only.
Upper Midwest firm with 70 total personnel—
awards points for all marketing activity, including
handing out business cards, writing articles for the
newsletter, giving speeches, and conducting semi
nars. The program is open to seniors and above. The
rewards are dinners and gifts—not money.
Upper Midwest firm with 80 total personnel—pays
25 percent of first years fees and 15 percent of the
fees over each of the next five years, adjusting for
realization. Commissions are paid quarterly.
Mid-Atlantic firm—pays 20 percent of first years
fees only, and only for new clients.
One multi-office firm in the upper Midwest had an
incentive program that paid 10 percent of fees in

each of the first three years for new clients only. This
program was discontinued after three years in favor
of one that could be adapted by each office to meet
its own needs. The main focus of the new program,
which ran from April 16 to September 30 last year,
was to generate engagements for both new and pres
ent clients that could be performed during that
time.
The estimated revenue generated from new
engagements during the period was $278,000, of
which $125,000 was attributed directly to the pro
gram. Staff surveys indicate an interest in using a
slightly modified version of the program this year.
Lets look at some of the ways the firms offices
adapted the program:
□ Over one-half of the firms offices paid 15 per
cent of collected fees, net of expenses, on the first
$10,000; 17 percent, retroactive to the first dollar,
for all collected fees between $10,000 and $20,000;
and 20 percent, retroactive to the first dollar, for
all fees over $20,000. The minimum fee accepted
was $500, and all employees could participate.
□ One office paid 15 percent of all fees generated
and also offered some additional incentives. On
engagements generating fees between $5,000 and
$7,500, staff received a $250 clothing gift certifi
cate, and on fees between $7,500 and $10,000, a
video cassette recorder. For engagements generat
ing fees between $10,000 and $20,000, staff also
received a bonus of a 19" remote-control color
television set, and on fees in excess of $20,000,
staff received a Caribbean cruise for two.
There was no established minimum-size
account, and of the sixteen people at the office, all
four partners and seven of the staff members
brought in new engagements. The estimated reve
nue generated from new engagements between
April 16 and September 30 was $106,000, of which
$78,000 was thought to be a direct result of the
program. It should be noted that this office is
located in a fast-growing market and that the
employees tend to be marketing oriented.
□ One office set up a three-year program paying
15 percent commission for each years revenue
generated from both new and present clients. All
commissions went into a pool to be divided
among staff as a bonus.
The survey revealed a wide variety of incentive
programs used by firms around the country. While
the examples by no means cover all types of pro
grams, they do provide an understanding of what
some growth-oriented local firms are doing to inter
est staff in practice development activities. □

—by Michael A. Schoenecker, Advantage Marketing
Group, Box 297, Sartell, MN 56377, tel. (612) 253-6392
Practicing CPA, April 1988
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A Look at the Financial Benchmarks
of Public Accounting Firms

senting almost 2,700 firms. Geographically, the par
ticipants ranged from Oregon in the West to Rhode
Island in the East.
Exhibit I reflects financial highlights—financial
position and operating results, as well as certain
non-financial characteristics. Two lines of data are
provided for each item. The top line represents the
25 percent most profitable firms, that is, the ones
with the highest income per owner. The bottom line
represents all of the respondents.
Certainly not a year of heady expansion and
growth, 1986 may best be summarized as a year of

For more than a decade, the Texas Society of Cer
tified Public Accountants’ practice management
survey (PMS) has been used to construct a financial
profile of public accounting firms. The survey has
captured financial characteristics and operating
policies of over 30,000 CPA firms—both large and
small—throughout the country.
Over the years, the Practicing CPA has presented
some of the PMS’s results. This has been done so that
owners may assess
their own firm’s finan
cial position through
Exhibit I
comparison with
PROFILE OF PUBLIC ACCOUNTING FIRMS
firms of similar size
(Top Line Represents 25 Percent Most Profitable Firms)*
and from a wide geo
Individual
Nonnational
graphical area. The
practitioner
Largec
Small
a
Mediumb
following informa
Financial
n = 1,340
n = 420
n = 364
n = 503
tion comes from the
1. Total assetsd
$ 74,483
$ 96,743
$254,403
$832,753
1987 PMS which
66,178
93,995
258,694
900,640
reflects operating
2. Total liabilitiese
results of 1986.
$ 24,846
40,386
72,105
246,539
22,905
38,698
87,869
278,869
A number of
exhibits highlight
3. Owners' equity
$ 49,636
56,356
182,298
586,213
some of the PMS
55,297
43,273
621,711
170,825
results. Firms are
4. Total net revenue
$160,427
239,657
564,728 1,810,482
divided into two cate
143,651
220,832
576,267 1,921,387
gories: (a) individual
5. Firm net income
$
62,047
102,431
213,217
636,299
practitioner firms
54,609
94,096
207,216
640,006
and (b) firms with
6. Net income per owner
$ 62,047
122,937
47,380
77,930
more than one owner.
45,477
54,609
74,027
114,590
The more-than-oneowner group is fur
7. Percent owner’s income
38.7%
42.7%
37.8%
35.1%
to net fees
38.0
42.6
36.0
33.3
ther divided by size—
small, medium, and
Firm characteristics
large. Small firms
8. Number of personnel
3.4
5.5
10.7
29.9
have revenue up to
3.2
5.1
11.0
32.0
$350,000. Medium
9. Charged hours per person
1,211
1,270
1,313
1,219
size firms have reve
1,224
1,211
1,279
1,261
nue from $350,000
to $950,000, and
10. Net revenues realized per
$37
$36
$40
$50
charged hour
37
35
41
48
large firms have reve
nue greater than
11. Days to collect billed receivables
71
66
72
85
$950,000. Data from
66
62
72
80
national firms are not
12. Current ratio
5.3
3.7
4.7
4.5
included, leaving the
4.4
3.7
4.4
4.4
information to repre*The top line represents averages for the 25 percent of the firms with the highest income
sent local and
per owner.
regional professional
a Firms with revenue up to $350,000
practices.
b Firms with revenue from $350,000 to $950,000
Twenty-one state
c Firms with revenue over $950,000
CPA societies partici
d Does not include real estate
pated in the most
e Does not include real estate debt
recent PMS, repre
Practicing CPA, April 1988
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slow but steady progress for most
firms.

Exhibit II
NET INCOME OF OWNERS
(In Cumulative Percentages)

Income of owners of CPA firms
Exhibit II looks at owners income
and tells us that income did not
Individual
Nonnational
rise in 1986 as we would have
practitioner Small Medium Large
Percent earning over:
liked. In fact, income slipped
76.2%
78.7%
97.2%
99.8%
$30,000 per year
slightly from the year before for
45.7
95.5
$50,000 per year
36.8
75.5
all owners except those in large
firms.
46.4
78.2
11.7
$70,000 per year
25.3
For a number of years, the PMS
14.9
60.5
$90,000 per year
2.6
25.0
results have portrayed a consis
39.7
7.2
9.9
$115,000 per year
0.8
tent trait—that owners’ average
23.2
0.1
4.2
$140,000 per year
3.0
incomes increase as firm size
(measured in revenue) increases
5.2
0.6
0
0.5
$215,000 per year
and that the increase is often sig
Average net income
nificant. Individual owners in
per owner:
small firms (generally these are
$45,477 $74,027 $114,590
$54,609
1986
firms with two to three owners)
105,948
55,338
46,390
75,785
1985
have less than half the income of
large-firm owners, and the dif
Last year in the Practicing CPA, we attempted to
ference seems to be widening each year.
answer the question of why small-firm owners are
If one were concerned only with personal income,
financially less rewarded than their counterparts
remaining an individual practitioner may be finan
from larger firms by suggesting that certain econo
cially more rewarding than being an owner in a small
mies of scale are gained with growth in firm size and
firm. Some individual practitioners operate firms of
in the nature of clients served. Large CPA firms
considerable size, and their incomes reflect it.
usually have larger clients and a
larger, more stable client base
Exhibit III
than smaller CPA firms. Many
SOURCES OF FIRM REVENUE
small firms, of course, are small
Nonnational
Individual
only temporarily. They are mov
Medium
practitioner
Small
Large
ing along the road to becoming
larger firms.
Tax services
44.3%
39.7

41.9%
39.7

41.1%
38.0

39.3%
36.2

Review & compilation
1986
1984

17.6
20.3

17.5
21.9

17.8
19.2

17.6
17.4

Audits
1986
1984

7.7
11.3

11.3
13.2

14.2
18.4

20.0
24.7

6.8
8.6

6.9
6.9

6.7
7.8

8.6
8.4

Write-up & data processing
1986

18.9

18.3

16.2

10.7

Other services
1986
1984*

4.5
20.1

4.1
18.3

4.0
16.6

3.8
13.3

100.0%
100.0%

100.0%
100.0%

100.0%
100.0%

100.0%
100.0%

1986
1984

Management advisory
1986
1984

Total
1986
1984

*Includes write-up and data processing.

Sources of firm revenue
Exhibit III shows the principal
revenue centers of professional
accounting practices. A trend
occurring in recent years has
been the relative increase in the
importance of tax preparation as
a fee generator and a continuing
decline in the audit function as a
revenue source. Management
advisory services, once projected
as the "growth industry" of public
accounting, have remained sur
prisingly stable (and small) as a
revenue source.
How may the first year of tax
preparation under the 1986 Tax
Reform Act affect fee sources?
Some observers have projected
significant increases in time
spent on tax preparation. If this
Practicing CPA, April 1988
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indicator of a firm’s economic vitality.
Exhibit IV reflects hiring practices of the firms.
The number of firms hiring new personnel declined
for the second year in a row, rather dramatically, we
Hiring practices
should add. The reason for this decline was due in
A significant part of firm operating expense is per
part to the decline in business activity in the south
sonnel cost, some of which comes from hiring new
ern oil-producing states where economic activity in
accounting personnel. Hiring new professional staff
1986 was at its lowest level in years.
is encountered in every firm and is often seen as an
Two truths about newemployee pay continue to be
Exhibit IV
borne out by the PMS data. One is
STARTING SALARIES OF ENTRY LEVEL ACCOUNTANTS
that larger firms pay higher start
(Baccalaureate Degree Only)
ing salaries. The other is that
higher
starting salaries are found
Nonnational
Individual
Firms’ hiring and
in
larger
cities.
practitioner Small Medium Large
salary practices
Last years inclusion of com
Percentage of firms adding
pensation for other firm person
new professional staff:
nel drew comments from many
65.7%
41.6%
13.8%
20.5%
1986
readers.
This information again is
35.9
62.5
87.5
20.9
1985
presented in Exhibit V. The
Percentage of firms offering
reported average increase in base
starting salaries in
salaries was 8 percent for all
given ranges:
firms combined. This was better
49.3%
21.9%
61.9%
58.0%
Up to $17,999 per Year
than most owners experienced.
proves correct, we may see another significant
change in the source of firms fees.

19.5

21.0

30.5

40.3

$20,000 to 21,999

8.5

20.0

12.0

24.4

$22,000 to $23,999

5.1

0

4.3

9.5

$24,000 to $25,999

4.2

1.0

2.9

2.5

0.8

0

1.0

1.4

100.0%

100.0%

$18,000 to $19,999

$26,000 and over

100.0%

Total

100.0%

Exhibit V
ANNUAL PERSONNEL COMPENSATION

Nonnational
Medium Large

Individual
practitioner

Small

$33,314
30,638

$28,500
28,928

$35,080
33,690

$40,662
38,748

Seniors (4-5 years)
1986
1985

24,811
24,924

23,019
23,596

26,785
26,334

29,071
29,484

Staff (0-3 years)
1986
1985

18,361
18,163

18,110
18,177

20,389
19,850

21,431
21,348

Paraprofessionals
1986
1985

16,249
15,512

15,599
15,043

17,811
17,025

19,031
18,122

Clerical
1986
1985

13,064
12,331

13,382
12,570

15,267
15,039

17,259
16,542

Staff classifications
Managers and supervisors
1986
1985
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Conclusion
This report on the PMS results for
1986 has focused on the earnings
of the firms’ owners and staff. We
look forward to the 1987 PMS
results to see whether the 1986
Tax Reform Act has had its pre
dicted impact on the business
community—reflecting itself in
firms’ billings and making tax ser
vices an even greater source of
revenue. If so, financial
benchmarks may be altered sig
nificantly by that one change in
the law.
It is hoped that readers benefit
from the results of the PMS by
becoming more skillful man
agers. Firms may participate in
the PMS through their state
societies. Anyone may purchase
the complete PMS report by con
tacting the Texas Society of CPAs,
1421 W. Mockingbird Lane, Suite
100, Dallas, Texas 75247-4957.
Telephone: (214) 689-6000. □
—by Carlton D. Stolle, CPA,
Ph.D., Texas A&M University, and
Sanoa F. Hensley, CPA, Texas
Christian University
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Family Business (Continued from page 1)

In the latter situation, there is an element of tradi
tion which often overshadows attempts to objec
tively evaluate the younger generation. The longer
the line of succession, the stronger the pull of tradi
tion.
Tradition-bound companies notwithstanding, the
most far-reaching decision a business owner makes
is that of opening the company to other family mem
bers, particularly offspring. Usually, the introduc
tion of the child begins innocently as an opportunity
to provide extra money during school vacations. The
child is accepted by the employees, and formal
entry to the business as a full-time employee seems
the natural course. The child is spared the process of
choosing a career and obtaining a job, and it is a
matter of pride and convenience for the owner/
parent.

The decision to hire the child should not be taken
either as a matter of course or as a family obligation,
however. Unlike a nonfamily employee, the child
cannot be fired without seriously jeopardizing the
operational balance. This balance is best served if,
through the introduction of the child,
□ The business is stronger because of more depth
in management, or because of new ideas or more
energy.
□ All persons benefit—the child has a career path
and the owner can pursue his or her own interests.
□ The family is more secure through additional
opportunities to accumulate wealth.
Because the decision to bring in the next genera
tion is often not based upon an objective evaluation
of the child's talents and interests, one way to bring
some objectivity to the hiring process is to recom
mend that the child first work for another company
in the same or an allied field. This provides the
parent with an opportunity to view the child in a
similar business environment, and provides the
child with experience to bring to the family busi
ness.
In addition to appraising talent, the owner/
parent should recognize and deal with differences in

temperament and personality. Where such dif
ferences cause communication difficulties between
parent and child, the problem will likely be exacer
bated rather than diminished through the introduc
tion of the child into the business.
Another important consideration is the potential
for business growth. With little or no growth, there
could be more people to share the same profit, and
discouragement of nonfamily managers who see
their own options dwindling. The owner should
anticipate the effect of additional members on staff.
If it becomes apparent that only family members
will occupy the top positions, talented staff may
choose not to work for the firm.

Plan a career path
Once in the company, there should be a planned
career path for the child. This might call for a brief
stint in each of the major areas—marketing, pro
duction, warehousing, finance, etc.—to "learn the
ropes” from knowledgeable employees. It does not
call for survival training on the shop floor or deliv
ery truck, as such experiences can be demeaning
and counterproductive. The company is hiring an
executive, not an hourly laborer.
Conversely, the child’s position does not bring
automatic entitlement to an officership and plush
comer office. This, too, can be counterproductive
because it signals to other employees that merit is
not the way to the top. A middle course—one which
a nonfamily executive-in-training might undergo—
is the preferred way.
Are there special considerations for bringing in
sons-in-law? Definitely yes. A son is always a son,
but a son-in-law...one doesn’t know. If the opera
tional balance is maintained—that is, if the busi
ness can utilize the person’s talents, if the individual
can experience a rewarding career, and if the family
group is satisfied—then hiring a son-in-law might
work out fine. One cannot ignore the possibility of
divorce, however.

Although there are exceptions, divorce most often
means the departure of the ex-son-in-law from the
business. Often this is accompanied by demands for
a financial settlement if he is not a stockholder, or
Practicing CPA, April 1988
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months of rancorous negotiations and lots of money
to get rid of him if he is. There is one clear message
you can give the owner/parent: Transfer stock to
your daughter, but not to your son-in-law.
In summing up the matter of bringing in the next
generation, I wish to cite my own experience. I
joined my father-in-law’s firm right out of the armed
service with no direct business experience. Because
the firm was small—about eight employees—I had
to rely on my father-in-law to teach me. He had no
plan for doing so, however, nor had he any clear idea
of my function or how I was to fit into the organiza
tion. Further, he had no desire to expand the busi
ness. Not surprisingly, I spent only a few years there
before moving on to my own career.
Were he my client today in a similar situation, I
would advise him to take the following steps, the
first of which would occur even before making an
offer of employment:
□ Evaluate whether the business has the growth
potential to support more than one household.
□ Analyze his own feelings about business expan
sion, delegation of authority, and sharing of lead
ership.
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□ Evaluate the effect upon the family to deter
mine whether such employment would be a
positive step in maintaining family unity and
prosperity.
□ If all the answers to the above are positive,
suggest that the son-in-law work at a larger com
pany in the same field for a few years, subsidizing
him if necessary.
□ Plan his introduction to the family business
and obtain his agreement with the plan.
□ Finally, establish a suitable working relation
ship, including a mutually agreeable growth plan
for the business and a definition of the respective
roles in achieving the plan.
This program would be the same whether the new
member of the firm were a son, daughter, son-in-law,
or other relation. □

—by Jay H. Loevy, CPA, Peat Marwick Main & Co.,
One Financial Plaza, Hartford, CT 06103

Editors note: The second part of Mr. Loevy’s article,
dealing with the owners getting out of the business,
will appear in a future issue of the Practicing CPA.
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